Australia: Forecasts for 1996, 1997 and 1998
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Data for the first two quarter of 1996 reveal an economy growing faster, with less inflation, than had been expected in April. Consequently, our forecast for real GDP growth in 1996 has been upgraded to 4.0 per cent (2.7 per cent, previously), and our forecast for CPI-inflation downgraded to 2.8 per cent (3.8 per cent, previously).





Underlying our revised domestic-growth forecast for 1996 is faster than previously expected growth in private and public consumption, offset slightly by a greater deterioration in the trade-account balance. Private consumption growth has been boosted by a fall in the savings rate, while growth in public consumption has benefited from the lagged effects of several fiscal packages introduced in 1995.





The major factors underlying our revised inflation forecast for 1996 are lower than previously expected mortgage interest rates and credit costs. The lower mortgage rates stem from reductions in official interest rates over the past three months.





In line with our revisions for 1996, our growth forecast for 1997 has been increased to 3.5 per cent and our inflation forecast reduced to 2.5 per cent. The forecast of continued low inflation reflects, in the main, an expectation of subdued wages growth, and the likelihood of little change to mortgage interest rates from their average levels in 1996.





For 1998, we forecast growth in real GDP of 3.5 per cent, and inflation of 2.5 per cent. 





Our growth forecasts for 1996, 1997 and 1998 would have been more optimistic were it not for reductions in growth in public demand brought about by the new Federal Government’s commitment to budget deficit reduction. The new government’s first budget was delivered in August. In it were announced expenditure cuts totalling over $Aus 7 billion through to the end of June 1998. This is equivalent to about 1.5 per cent of GDP. According to budget forecasts, the Federal budget deficit of $Aus 5 billion in the year to 30 June 1996 should turn to a small surplus in the year ending 30 June 1997, and remain in surplus in the twelve months to 30 June 1998.


